AGENDA
EXECUTIVE FINANCE COMMITTEE
July 24, 2008 at 1:30 P.M.
Location: Treasury Conference Room, KC Admin. Bldg., Room 610 (6" Floor)

Committee Members: Councilmember Larry Phillips, Chair; Bob Cowan, Director OMB; Ken Guy, Director FBOD;
Jim Buck, County Administrative Officer

Staff: Phil Sanders, Treasury Manager; Mike Smith, Investment Officer; Dave Turley, Financial
Accounting Supervisor

AGENDA ITEMS
1. Action: Approval of Minutes of the June 26, 2008 Executive Finance Committee meeting. (page 2)

2. Action: Approval of Minutes of the special July 15, 2008 Executive Finance Committee meeting. (page 3)

3. Action: Approval of an interfund borrowing request from the Building Repair and Replacement Fund (ARMS fund
3951). The fund is requesting to borrow $27,000,000 as a bridge loan until permanent bond financing can be arranged.
It is expected that new bonds will be issued in late 2008. (Handout)
Bob Cowan, Director OMB
Wayne Richardson, Section Manger, FMD

4. Action: Motion to update Impaired Investment Policy language (Page 4)
Ken Guy, Finance Director

5. Briefing: Update on impaired investments.
Ken Guy, Finance Director

6. Briefing: Update on action plan related to Motion No. 12796 — “Investment Pool Advisory Panel Report”.
PFM

7. Briefing: June 2008 Investment Summary
e Investment Purchase Summary (page 5)
Reverse Repo Analysis and Policy Compliance (page 6)
Residual Investment Fund Summary (page 7)
Issuer Diversification and Credit Exposure Report (page 8)
Investment performance review (pages 9-14)
Interest Rate Summary (page 15)
Mike Smith, Investment Officer

8. Action: Committee’s direction for investment of idle cash balances of specific County funds not needed for immediate
expenditure.

Staff Recommendation: Direct the Treasury to maintain the maximum average duration of the core portfolio at the
1.25 to 1.8 year range (no change from last meeting) and the maximum average maturity for the liquidity portfolio at
30 to 100 days (no change from last meeting).

Mike Smith, Investment Officer

9. Briefing: Interfund Borrowing for June 2008
e Automated Lending & Borrowing. County Tier 2 Funds — Interest on Interfund Loans (page 16)
e Pooled Tier 1 County Funds with Negative Cash Balances (page 17)
¢ Excluded County Funds with Negative Balances - Tier 2 Funds Not Paying Interest (page 18)
Dave Turley, Financial Accounting Supervisor

e Interfund Loans Among Non-County Funds (pages 19-20)
e Interfund Borrowings — EFC Approved Loans (page 21)
Mike Smith, Investment Officer

10. Executive Session: Discussion of potential litigation with legal counsel (RCW 42.30.110, (H(@E).)

OTHER BUSINESS
ADJOURNMENT
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_ MINUTES
EXECUTIVE FINANCE COMMITTEE

2.

June 26, 2008

“The Executive Finance Committee (EFC) Meeting was held June 26, 2008 at 1:30 p.m.

Members Present  Others Present Others Present (Continued) Others Present (Continued) Members Absent

Bob Cowan Jodie Fickett, K&L Gates Tzeghe Makonnen, Harborview  Dave Turley Larry Phillips

Ken Guy Toni Lally, Auburn SD Jim Block, Sound Transit Caroline McShane Jim Buck
Jacob Kuper, Issaquah SD Tracy Butler, Sound Transit Hall Walker
Martin Turney, Issaquah SD Rick Stroup, KC Law Library William Nogle
Don Kennedy, Seattle SD Peggy Pahl Pat Hamacher
Mary Ellen Mullen, Advisory Panel Mike Smith Tom Brown
Linda Glenicki, KC Library System Scott Matheson
Douglas Phonsavanh, PSCAA Pete Anthony

ACTION ITEMS

1. Minutes — The Committee approved the Minutes of the May 29, 2008 EFC meeting.

Pool Fee — The Committee considered a range of alternative fee options and approved lowering the current annual pool
fees from 15 to 12 basis points, effective July 1, 2008. This decision included two conditions. First, the implementation
of the lower fee is predicated on each district signing a simple, straight-forward amendment to their current pool
agreement. Second, this good-faith effort to lower fees is considered an interim step as the county continues to review
the full range of recommendations in the report submitted by the Council’s Investment Pool Advisory Panel, including a
potential new fee structure.

Pool Bifurcation — The Committee approved the motion to separate the four impaired investments from all other
performing assets into a new “impaired pool” that will become effective September 1, 2008. The September 1* date was
approved over earlier dates based on the feedback of pool members who attended the meeting. The decision to bifurcate
the pool was made due to extended delays in the restructuring processes of the impaired investments, and it also had the
following benefits: (1) ensures that the yield on the performing assets are not dragged down by the lack of yield on the
impaired investments; (2) enhances the transparency about the value of the performing pool and the impaired pool; (3)
eases the implementation of restructuring processes for the impaired investments, especially for longer term recovery
options; and (4) expedites the reinstitution of the pool’s rating from Standard & Poor’s.

Amendment to Impaired Investment Policy — The Committee postponed the decision on this motion until the next
meeting.

Investment Direction — The Committee approved the Treasury recommendation to maintain the maximum average
duration of the core portfolio at the 1.25 to 1.8 year range and maintain the maximum average maturity for the liquidity
portfolio at 30 to 100 days. :

BRIEFINGS

1.

Update on Impaired Investments — The Committee was informed that the County is still working with its legal counsel

to insure that all restructuring options will be available. It appears that even if the County is not deemed to be a Qualified
Institutional Buyer that it may still be able to have all restructuring options available.

Interfund Borrowing — The Committee was provided a review of interfund borrowings during May 2008.

Investment Review for May 2008 — The Committee was provided a review of investment performance, activity, and the
distribution of investment holdings by maturity, security type, credit rating, and issuer. Analysis of actual versus
budgeted amounts for Pool earnings and fees were reviewed. Reverse repurchase activity for the month was also
reviewed, and the Committee was briefed on the current interest rate and economic environment.

EXECUTIVE SESSION

The meeting was recessed into Executive Session to discuss with legal counsel litigation or potential litigation to which
the County is or is likely to become a party when public knowledge regarding the discussion is likely to result in an
adverse legal or financial consequence to the County at 3:30 p.m. The meeting reconvened at 3:42 p.m.

OTHER BUSINESS

None sy

Phil Sanders, Treasury Manager
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MINUTES
SPECIAL EXECUTIVE FINANCE COMMITTEE

July 15,2008

The special Executive Finance Committee (EFC) Meeting was held July 15, 2008 at 11:00 a.m.
Members Present Others Present Others Present (Continued) Members Absent
Bob Cowan Linda Glenicki, KC Library System Dave Turley Larry Phillips
Ken Guy Bang Parkinson, Highline SD Hall Walker .
Jim Buck Peggy Pahl William Nogle

Mike Smith Pat Hamacher

Scott Matheson Phil Sanders

Pete Anthony

BRIEFING

Cheyne Restructuring Options — The Committee reviewed the three restructuring options using
the indicative auction price of 46% (implying a 62.5% total recovery rate to senior creditors): (1)
taking a cash-out based on the price received at the auction; (2) taking a long term zero coupon
note (ZCN) with the maturity date determined by the auction price; and (3) taking a pass-though
note (PTN)) from a new company which would distribute monthly cash flows according to the
performance of the underlying securities formerly held in the original Cheyne portfolio.

The Committee used a financial model prepared by Public Financial Management to help them
compare the cash-out and ZCN options. The ZCN offering had a maturity date of approximately
16 years based on the auction pricing. The analysis showed that investing the proceeds from the
cash-out option would also result in approximately a 16 year recovery period. The ZCN

option would also lock the funds up for the entire 16 year period and would remain subject to the
credit risk of the issuing investment bank, Goldman Sachs. Given the certainty of cash and the
desire to reduce credit exposures in the future, the consensus of the Committee was that the cash-
out option was preferable over the ZCN.

The Committee evaluated the cash-out option in comparison to the PTN offering. The
Committee utilized the detailed analysis of its asset-backed securities expert, Cairn Capital, to
evaluate the pros and cons of the PTN. Cairn Capital examined the credit quality of each
underlying security in the Cheyne portfolio and provided a reasonable worst case and best case
recovery scenario that indicated a potential recovery range of 64 to 89 percent. This recovery
range, however, needed to be adjusted to account for monthly cash flows occurring over years,
with some maturities extending well beyond 10 years. The recovery range was adjusted to take
into account the time value of these funds and the risk that the quality of the underlying securities
could still be affected by many uncertain market conditions. Given these considerations, the risk-
adjusted recovery estimate for the PTN was not materially different than taking the cash-out
proceeds of $30 million and reinvesting this amount at the pool rate over the next five years--both
scenarios resulted in an estimated recovery of about 72 percent. Given the certainty and lower
risks associated with the cash as compared to the risk-adjusted value of the PTN, the consensus of
the Committee was that the cash-out option was the preferred choice. The Committee’s guidance
was to accept the cash-out option as long as the actual auction price was not significantly lower
than the indicative price of 46%.

OTHER BUSINESS

—  Phil Sander§; Treasury Manager
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" Action Item Number 4: Amendment to the Impaired Investment Policy
Section 5.4 of the Impaired Investment Policy now reads:

“Pool members will continue to receive interest earnings, as set forth in
their investment agreements, on the amount of their retainage for loss
coverage.” ’

The proposed motion would add the following sentences to the sentence above:

« ...provided that, if the impaired assets are separated from the performing
assets into a separate impaired investment pool, then no interest earnings
will be distributed from the impaired pool until the full principal due on the
impaired investment has been recovered. Full or partial recovery of these
impaired funds is dependent on the implementation of restructuring
agreements involving each impaired investment.”

“Drovided further that no administrative fees will be charged fo those
assets in the impaired investment pool and any cash recovery from the
impaired investments will be returned to each fund in the performing pool
effective on the day these funds were settled, thereby lowering the total
amount impaired.”
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INVESTMENT PURCHASES SUMMARY

JUNE 2008
OVERNIGHT REPOS
TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
FIRST BOSTON 20 $2,213,000,000 1.37 2.15%
DISCOUNT NOTES
TOTAL FACE AVG  AVG
DEALER BUYS AMOUNT TOTALCOST  DAYS YIELD
DEUTCHEBANK 1 $ 10,190,000 $ 10,064,408 17400  2.62%
FIRST BOSTON 2 125,000,000 123,651,924 155.60  2.56
LEHMAN BROTHERS 1 30,000,000 29,652,683 11200 2.47
MERRILL LYNCH 1 23,200,000 22,896,222 18200 2.66
SMITH BARNEY 1 40,000,000 38,994,800 359.00 2.62
UBS FINANCIAL 2 100,000,000 98,316,583 22583 275
TOTAL 9 $378,390,000 $373,200,176 193.77 2.61%
TREASURY NOTES
TOTAL FACE AVG AVG
DEALER BUYS AMOUNT TOTALCOST  DAYS YIELD
FIRST BOSTON 1 - $ 367,000 $ 379.971 76200 291%
CERTIFICATES OF DEPOSIT
TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
BANK OF AMERICA 2 $ 50,000,000 93.50 2.59%
KEY BANK 1 550,606 123.00 2.70
U.S. BANK 3 100,000,000 92.25 2.57
) $ 150,550,606 92.78 2.57%

TOTAL

EFC —Page 5
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DATE:

Maturity Range

1 - 29 Days
30 - 59 Days
60 - 89 Days
90 - 119 Days
120 - 149 Days
150 - 179 Days
180 - 364 Days
1 - 2 Years
2 - 3 Years
3 - 4 Years
4 - 5 Years
5+ Years

TOTAL

Security Type

07/18/2008

Amount
Invested

1,164,342,435
613,727,165
321,178,702
193,774,026
313,853,730
237,008,785
137,015,425
343,831,222
164,735,039
203,523,368
200,000,000
76,687,163

3,969,677,060

Repurchase Agreements
Certificates of Deposit
State Investment Pool

Commercial Paper
Acceptances

Bankers'
Treasuries
Agencies

Mortgage Backed Securities

Municipals

TOTAL

Average Yield

Average Days to Maturity =

RESIDUAL INVESTMENT POOL SUMMARY

Percent of
Portfolio

29.
15.

RV d oWwOodk
WOMRRPE-JUIOWWVRU W
o° o o0 o o° o o oP o o o o

(@]
o

100.

Amount
Invested

87,000,000
376,401,649
360,100,658
185,133,931

0
248,918,543
2,597,654,693

76,687,163

37,780,423

3,969,677,060

2.91%
389.72
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.52%
.45%
.21%
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RESIDUAL INVESTMENT POOL
ISSUER DIVERSIFICATION AND CREDIT EXPOSURE

6/30/08
Credit Agency Ratings (1) Bank Ratings (2)
CDs --7.5% PER ISSUER. IDC RATING: 3 OR BETTER Book Value % of Portfolio S&P Moody's  Fitch T0C CAEL™
Key Bank 169,576,649.16 4.0% A-1 P-1 F1 1 2
Bank of America 101,825,000.00 2.4% A-1+ P-1 Fi+ 1 3
U.S. Bank 100,000,000.00 2.4% A-1+ P-1 F1+ 1 2
Washington Federal S&L 50,000,000.00 1.2% ] 1 2
Sterling Savings Bank 25,000,000.00 0.6% F3 2 4
Homestreet Bank 10,000,000.00 0.2% 1 3
COMMERCIAL PAPER -- 5% PER ISSUER. RATED BY 2 AGENCIES; RATING OF AT LEAST A-1, P-1, OR F1.
Mainsail Il LLC 52,950,977.63 1.3% NR NP
Victoria Finance LLC 51,937,148.61 1.2% D NP
Rhinebridge LLC 40,927,972.22 1.0% D NP D
Cheyne Finance LLC 39,317,832.15 0.9% D NP
REPURCHASE AGREEMENTS -- 10% PER ISSUER
Credit Suisse LLC 108,000,000.00 2.6% A-1+ P-1 Fi+
INVESTMENT POOLS -- 100% PER ISSUER
Washington State Treasurer's LGIP 359,413,800.90 8.6%
U.S. GOVERNMENT (Full Faith & Credit) -- 100% PER ISSUER
U.S. Treasury Obligations 248,918,542.58 5.9% AAA Aaa AAA
MUNICIPAL OBLIGATIONS (Taxable) -- 5% PER ISSUER. CREDIT RATING OF AT LEAST "A"
Sacramento County, CA 20,445,423.47 0.5% A+ A2
City of Phoenix, AZ 15,000,000.00 0.4% AAA Aal
Westchester County, NY 2,335,000.00 0.1% AAA Aaa AA+
FEDERAL AGENCY OBLIGATIONS (GSEs) -- 50% PER ISSUER
Federal National Mortgage Association (FNMA) 983,044,919.74 23.4% AAA Aaa AAA
Federal Home Loan Mortgage Corporation (FHLMC) 954,054,787.17 22.7% AAA Aaa AAA
Federal Home Loan Bank (FHLB) 870,232,139.55 20.7% AAA Aaa AAA
4,202,980,193.18 100.0%
Overview of Rating Agency Credit Scores

(1) The table in the lower-right comner gives the range of A
investment grade qedit ratings. Short-tm(-u;'nmde oy
(2) IDC Bank ratings are provided by IDC Financial Publishing: Highest Lowest Highest Lowest
1=Superior, 2=Excellent, 3=Average, 4=Below Average, 5=t owest.
Safe & Sound CAEL is a bank rating service provided by S&p A+ A3 ARA 8BB-
Bankrate.com: 1=Superior, 2=Sound, 3=Performing, 4=Below Moody's P4 P-3 Aaa Baa3

Fitch F1+ F3 AAA BBB-

Averags, 5=Weak.

Note:(NW) equals negative credit watch & (NO) equals negative outlook.
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TOTAL RESIDUAL FUND

EARNINGS DISTRIBUTION RATE
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6,000
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g O | 4,212
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1,000 1+ it = - = = -
Jun-07  Juk07 Aug07 Sep07 Oct-07 Nov-07 Dec07 Jan-08 Feb-08 Mar-08 Apr08 May-08 Jun-08
F—-—AVERAGE CORE MAX. CORE(PER K.C. POLICY) »~~#-== AVERAGE TOTAL RESIDUALI

CX FUND YTD INTEREST EARNINGS

June 30, 2008

BUDGET (1) ACTUAL DIFFERENCE
YTD AVG BALANCE (millions) $257 $249 ($7.7)
YTD YIELD 3.74% 3.57% 0.17%
INTEREST DISTRIBUTION ($)  $4,768,941 $4,415,797 ($353,144)
AUTOMATIC INTEREST ($) $0 $56,097 $56.007
TOTAL INTEREST ($) $4.768.941 $4.471,894 ($297.047)
YTD POOL FEE REVENUE
_ BUDGET ACTUAL DIFFERENCE
POOLFEEDUETOCX  $2,832,500 $3,155,247 $322,747
POOL FEE DUE TO FBOD $75.000 $72.326 ($2.674)
TOTAL YTD POOL FEES 2,907,500 3,227,572 $320,072
YTD TOTAL POOL
DISTRIBUTION $76,655,534

(1) Average budgeted yieid for the entire year is 3.48% (simple average).
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LIQUIDITY POOL

COMPARATIVE EARNINGS RATES
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Sources: _ Money fund data: 1BC/Donoghue Money Fund Report Averages seven day money market fund indexes. "Public investor".

State Pool data:  Monthly State of Washington Local Government Investment Pool report.
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CORE POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS
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Core portfolio rate is reported as market yield, not accrual basis, and therefore the liquidity rate and core rate may not equal pool distribution rate.
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Source: Merrill Lynch index; Bloomberg Financial Markets

EFC — Page 11



MORTGAGE-BACKED POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS
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$ Thousand

GAIN / LOSS SUMMARY

RESIDUAL FUND: TOTAL REALIZED GAIN OR LOSS
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INTEREST RATE SUMMARY

6.00%
5.50% +
A, e A
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4.50% +
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3-50% T KING COUNTY ............................
POOL3.03%
3.00% +
2.50% +
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1.50% -+
1.00% +
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0.00% *
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> < < = =S = = =
Qé‘b A A (\/\ q_}/\ 6\/\ \5\« < G\«
&
—e—07/18/08 —-O— 6/25/2008 ~—&--1YEARAGO O KING COUNTY POOL 3.03%
07/18/08 6/25/2008 1 YEAR AGO
Fed Fund Target 2.00% 2.00% 5.25%
3M T-Bill 1.43% 1.80% 4.96%
6M T-Bill 1.88% 2.21% 5.06%
1Y T-Note 2.20% 2.43% 5.04%
2Y T-Note 2.58% 2.82% 4.86%
5Y T-Note 3.38% 3.52% 4.93%
10Y T-Note 4.07% 4.10% 5.03%
30Y T-Note 4.65% 4.64% 5.13%
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